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	 Yg	=		 f[(dXt/Yt),	 (dFt/Yt),	 (var	Xt/Yt)	




	 MKt/Yt	=		 f[(dXt/Yt),	 (var	Xt/Yt)	
	 	 (dFt/Yt),	 (var	Ft/Yt)]	 (10b)	
had	been	used,	then	the	substitution	of	equations	(9a)	and	(10b)	into	equation	(8)	would	
have	produced	the	following	estimating	equation:	
	 Yg	=		 f[(dXt/Yt),	 (dFt/Yt),	
	 	 (var	Xt/Yt),	 (var	Ft/Yt)]	 (13a)	
IV	
In	this	section	an	attempt	is	made	to	re-run	only	Voivodas's	equations	(12)	and	(13)	and	to	
compare	the	results	obtained	with	those	from	the	use	of	our	specifications	of	the	
relationship	between	growth	and	instability	as	given	by	equations	(12a)	and	(13a).	The	
equations	were	estimated	using	data	from	a	sample	of	29	less	developed	countries	(LDCs)	
and	6	primary	producing	developed	countries	(PDCs)	for	the	same	period,	1956-1968,	as	
that	covered	by	Voivodas,	as	well	as	for	1956-	1973	in	order	to	incorporate	more	recent	
changes.21		
The	procedures	adopted	for	deriving	the	variables	used	for	the	analysis	were	the	same	as	
those	used	by	Voivodas.	The	Yg	for	each	country	for	each	of	the	two	periods	was	derived	
from	the	regression,	log	Yt	=	a	+	b(t)	+	ut	where	Y	is	the	GDP	at	constant	prices.	Export	
receipts	(X)	and	foreign	capital	inflow	(F)	were	deflated	by	the	import	price	index	to	denote	
purchasing	power	and	then	divided	by	Y	to	obtain	the	average	X/Y	and	F/Y	for	the	two	
periods.	The	regressions,	X	=	a+b(t)+ct	and	F=a'+b'(t)+c't,	were	run	to	obtain	dX	and	dF	
respectively	and	these	were	divided	by	the	mean	of	Y	to	obtain	dX/Y	and	dF/Y.	The	standard	
errors	of	estimate	of	the	regression	were	used	as	the	instability	indices	of	X	and	F	and	these	
were	again	divided	by	the	mean	of	Y	to	produce	(var	X/Y)	and	(var	F/Y).	The	covariance	was	
measured	according	to	the	formula	cov	(X,F)=Sx.Sf.Rxf	where	S	stands	for	standard	deviation	
and	R	for	the	coefficient	of	correlation	and	(cov	[X,	F]/Y)	was	obtained	by	dividing	the	
covariance	term	by	the	mean	of	Y.	
The	results	of	the	analysis	for	1956-1968	and	1956-1973	are	presented	in	Tables	I	and	2	
respectively.	It	can	be	seen	that	the	values	of	the	F-ratio	for	all	of	the	four	equations	
estimated	for	195G-1973	(Table	2)	are	not	statistically	significant,	showing	that	export	
instability	was	an	unimportant	issue	for	the	economic	growth	of	the	sample	of	countries	
over	the	longer	period.	A	somewhat	different	picture	emerged	from	the	analysis	on	the	
shorter	period,	195G-1968.	The	first	interesting	observation	that	can	be	made	from	Table	I	
is	that	the	estimating	equations	(13)	and	(13a)	produced	far	better	results	than	the	
estimating	equations	(12)	and	(12a).	The	respective	R2s	are	0.307,	0.223,	-	0.043	and	-	0.023	
while	the	respective	F-ratios	are	4.018,	3.435,	0.719	and	0.801,	showing	that	the	overall	
regression	functions	obtained	by	using	equations	(12)	and	(12a)	are	not	statistically	
significant.	These	results	suggest	that	the	formulation	of	the	relation-	ship	between	
economic	growth	and	export	receipts	and	foreign	capital	inflow	should	be	presented	in	
terms	of	changes	in	the	levels	of	export	receipts	and	foreign	capital	inflow	and	not	in	terms	
of	the	level	of	exports	receipts	and	foreign	capital	inflow	per	se.	The	second	important	
finding	is	that	a	change	in	the	availability	of	foreign	capital	inflow	is	a	more	significant	
constraint	to	greater	economic	growth	than	a	change	in	the	availability	of	export	proceeds.	
	
	
	
The	third	interesting	observation	that	can	be	made	from	Table	1,	and	the	most	important	
one	for	our	purpose,	is	the	support	for	the	contention	that	the	presence	of	the	covariance	
term	in	the	estimating	equation	may	affect	either	of	the	values	of	the	regression	coefficients	
of	the	instability	variables,	(var	X/Y)	and	(var	F/Y).	The	regression	coefficient	of	(cov.	[X,	F]/Y)	
in	equation	(13)	is	negative	and	statistically	significant	but	it	is	difficult	to	interpret	this	
result	within	the	given	theoretical	framework.	At	the	same	time	it	can	be	seen	that	the	
regression	coefficients	of	(var	X/Y)	and	(var	FlY)	are	not	statistically	significant,	suggesting	
that	instability	is	not	an	issue	in	promoting	greater	economic	growth.	However,	when	the	
covariance	term	is	dropped	from	the	analysis,	as	in	the	estimation	of	equation	(13a),	the	
regression	coefficient	of	(var	X/Y),	which	is	negative	in	sign,	becomes	statistically	different	
from	zero	at	the	0.05	per	cent	level	of	confidence,	suggesting	that	export	instability	is	
detrimental	to	economic	growth.	What	apparently	happens	when	equation	(13)	is	used	is	
the	capture	by	the	covariance	term	of	some	of	the	effects	of	instability	which	were	intended	
to	be	recorded	by	the	export	instability	variable	(var	X/Y).	The	removal	of	the	covariance	
term,	when	equation	(13a)	is	used,	alters	the	result	from	one	where	export	instability	is	not	
an	issue	in	economic	growth	to	one	where	it	is.	
V	
What	overall	conclusions	can	be	reached	about	the	empirical	verification	of	the	general	
hypothesis	that	export	instability	is	a	serious	issue	in	development	planning	for	a	large	
number	of	LDCs?	
Firstly,	there	has	been	an	unfortunate	failure	to	recognize	that	the	general	hypothesis	has	to	
be	broken	into	three	distinct	but	related	parts	and	that	these	parts	have	to	be	tested	
sequentially.	In	the	rush	to	test	the	popular	contention	that	export	instability	is	detrimental	
to	economic	growth	there	was	a	tendency	to	concentrate	on	the	third	part	of	the	general	
hypothesis,	viz	that	economic	in-stability	per	se	is	bad	for	growth,	with	little	thought	being	
given	to	the	first	two,	viz	that	LDCs	have	abnormally	high	degrees	of	export	instability	and	
that	such	instability	leads	to	economic	instability.	An	important	result	of	this	is	the	selection	
of	samples	of	LDCs	without	the	use	of	any	criterion	and	the	unthinking	acceptance	of	the	
assumption	that	export	instability	is	automatically	transmitted	to	the	rest	of	the	economy.	
In	both	cases	this	has	led	to	the	use	of	samples	of	LDCs	which	leave	much	to	be	desired.	It	
has	also	led	to	considerable	doubt	being	cast	on	the	results	obtained	on	the	relationship	
between	economic	instability	per	se	and	economic	growth.	
The	second	conclusion	is	that	the	third	part	of	the	general	hypothesis	has	not	been	properly	
tested	in	spite	of	all	the	attention	it	has	received.	Some	of	the	estimating	equations	used	for	
establishing	the	relationship	between	export	in-	stability	and	economic	growth	have	not	
been	derived	systematically	or	analytically	and	they	bear	little	relationship	to	the	theoretical	
arguments	against	export	instability.	
A	careful	examination	of	the	a	priori	arguments	against	export	instability	shows	that	they	
can	be	divided	conveniently	into	three	types.	It	is	probably	fair	to	say	that	the	version	of	the	
argument	which	concentrates	on	the	effects	of	the	neglect	of	other	important	
developmental	problems	cannot	be	tested,	in	view	of	the	extremely	indirect	sequences	of	
causation	and	the	difficulty	of	quantifying	the	variables	involved.	It	is	certainly	not	a	
coincidence	that	none	of	the	existing	studies	has	been	concerned	with	this	version	of	the	
hypothesis.	
The	version	of	the	argument	which	highlights	the	inflation,	business	mis-	calculations	and	
speculation	that	export	instability	brings	is	also	extremely	difficult	to	verify.	Variables	such	
as	business	miscalculation	and	speculation	can	hardly	be	quantified	and	the	line	of	
causation	is	also	very	circuitous.	
The	version	of	the	hypothesis	which	sees	export	instability	as	resulting	in	the	discontinuous	
flow	of	imported	capital	goods,	which	in	turn	lowers	investment	and	economic	growth,	is	
the	most	analytically	manageable.	It	is	therefore	not	surprising	that	most	of	the	existing	
cross-sectional	studies	have	concentrated	on	it.	Of	all	these	studies	the	recent	one	by	
Voivodas	is	the	only	one	in	which	the	estimating	equation	has	been	derived	systematically,	
but	even	here	the	specification	of	the	relationship	between	instability	and	growth	leaves	
something	to	be	desired.	Our	analysis	shows	that	the	results	obtained	with	a	theoretically	
sound	formulation	are	quite	different	from	those	obtained	by	using	a	theoretically	weak	
one.	The	former	shows	that	instability	is	detrimental	to	growth,	while	the	latter	shows	that	
it	is	not.	
All	of	the	criticisms	made	of	the	existing	cross-sectional	studies	on	the	relation-	ship	
between	instability	and	growth	suggest	that	the	empirical	verification	of	any	hypothesis	
must	be	preceded	by	a	careful	study	of	the	a	priori	arguments.	It	is	all	too	easy	to	mistake	
spurious	relationships	for	the	truth.	
Monash	University,	
Clayton,	Victoria.	
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